The success of carbon markets as a solution to the global climate change challenge depends on two outcomes. First, a stable set of rules for counting carbon, assigning property rights, and defining rules of exchange must be negotiated and agreed upon (MacKenzie 2008). Second, participants must be integrated into the market to insure both supply and demand. Most scholarship focuses on the efficiency and effectiveness of carbon market rules and regulations (Dagoumas, Papagiannis and Dokopoulos 2006; Greiner and Michaelowa 2003; Hultman 2004; Kallbekken and Westkog 2005; Michaelowa and Jotzo 2005; Sandor, Walsh and Marques 2002) . This research paper documents participation. In particular, we comparatively analyze the dynamics by which developing-country firms in Brazil and India are being integrated into the international carbon market. The participation of developing-country firms in the global project of climate protection is pivotal as developing-country economies emerge as the most important engines of global economic growth and developing-country firms the leading agents of production-related environmental impacts. Moreover, our research is unique in placing developing-country firms at the center of an analysis of global carbon markets. This paper addresses why and how developing-country firms decide to participate in the global carbon market. We discuss firm decisions to generate and sell carbon credits under the Clean Development Mechanism (CDM) of the 1997 Kyoto Protocol. Our method combines quantitative and qualitative comparative techniques to study approximately 50 CDM and non-CDM firms in the sugar and cement sectors in Brazil and India. By comparing firms that choose to initiate CDM projects with peer firms that do not, we identify the firm-level characteristics that predict firm participation in the CDM. In parallel, we qualitatively analyze both the firm decision environments set by newly emerging carbon market institutions in Brazil and India and the decision processes that lead to firm participation/nonparticipation in the CDM. Data were collected through context interviews with key carbon market informants and through firm interviews with firm operational and sales managers. Firm interview questions focused on firm financial characteristics, firm technical characteristics, firm governance environments, and firm CDM decision-making processes. The resulting qualitative and quantitative data were analyzed to evaluate different drivers of firm CDM participation, to trace processes of firm integration into new carbon markets, to map the principal components of firm perceptions of CDM project risks and benefits, and to identify the distinguishing characteristics of the newly emerging carbon markets in Brazil and India. Theoretically, our study charts new ground by analyzing carbon markets as meso-level institutions that calibrate the interface between the global climate regime and local environmental outcomes, a topic of interest across multiple academic disciplines (Pulver 2007). Practically, the research also comes at a critical juncture in the evolution of climate policy. Developing-country support for climate regulation is a necessary pre-condition for the successful strengthening of current multilateral and bilateral climate change initiatives, and developing-country firms will play a central role in the formulation of national and international climate strategies. Understanding the decision and risk management processes by which developing-country firms undertake CDM projects can contribute to improving policies aimed at enhancing widespread CDM participation in the developing-country private sector (Hultman et al., forthcoming). These perspectives can be of direct interest as negotiations for a post-Kyoto climate agreement expected to intensify in 2009 and 2010.
